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Q. 

A. 

Q. 

A. 

Q. 

A. 

Station (''Bluegrass Station'· or the ·'Station") (as further described in th is 

proceeding, the ·'Project"), as wel l as describe how the costs assoc iated w ith the 

Proj ect w il l impact EK PC and its Owner-Member Cooperati ves c-·owner

mem bers''). 

Are you sponsoring any exhibits? 

No. 

Please generally describe EKPC's financial performance during the most 

recent year. 

EKPC has enj oyed severa l years of so lid pe rformance which benefitted from 

weather patterns. cost contro l, and advantages from its membership in PJM 

Interconnection, LLC ("'PJM'"). For the year ended December 3 1, 2017, EKPC had 

sa les to Owner-Member Cooperatives ("owner-members'') of 12,536,264 M Wh 

resu lting in total operating revenue o f $862 mil lion. EKPC earned a net margin of 

$22 million and ended the year with $6 12 mi lli on in Members' Equi ties. EKPC s 

equ ity-to-assets ra tio was 16.0% . EKPCs Debt Service Coverage ("DSC") rati o 

was 1.26 and its Times Interest Earned Ratio ("TIER'") was 1.19. 

What are some of EKPC's long-term strategic objectives with rega rd to its 

financial position? 

EK PC a lways seeks to balance three goals: financia l strength, financ ia l fl ex ibil ity 

and affordability. To ensure fin ancia l strength, EKPC seeks to ma inta in appropriate 

rat ios for DSC and T IER metrics. Likewise, EKPC's equity is managed to ensure 

adequacy for anticipated major investments while a lso a llowing for the eventua l 

return of excess equi ty to owner-members through the payment of capital credits. 
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EKPC maintains its financ ial fl ex ibility by tracking liquidity measures that are in 

line with " A" credit-rated generation and transmission cooperatives around the 

country. Finally, EKPC seeks to be affordable to its owner-members by stri ving to 

keep its costs as low as poss ib le wh il e continuing to safely provide reliable service. 

Q. What resources does EK.PC have available to it to fund large capital projects? 

A. EKPC has a nu mber of options avai lable to it in order to pay the costs of 

construction of capital projects. While working capital fu nds are generally 

availab le to fund all or some of such costs, in most cases that involve a significant 

capita l investment EKPC will use the proceeds of its existing Cred it Faci lity to 

fi nance the construction of a project. EK PC's Credit Facility is essentially a line 

of credit in the amount of $600 million that was approved by the Commission in 

Case No. 201 3-00306 and reauthorized in Case No. 2016-00 I 16. 1 Most recently, 

the Commiss ion approved EKPCs application to issue up to $300 mil lion of 

secured private placement debt in anticipation of necessary future capital 

in vestments. 2 

Wh ile util izing EKPCs Credit Facility is generally a financi ally-sound 

financing approach in the short term, EKPC and its owner-members are best served 

if large portions of the Cred it Faci li ty do not remain tied up in construction debt. 

1 See In the Matier of East Kentucky Power Cooperative, Inc. Application for Approval of the Issuance of Up 
lo 5200,000,000 of Secured Private Placement Debt, for the Amendment and E.xtension of an Unsecured 
Revolving Credit Agreement in an Amount Up to $500,000. 000, and for the Use of Interest-Rate lv/anagemenl 
Instruments, Order, Case o. 201 3-00306, (Ky. P.S.C. Sep. 27, 20 13); Jn the .Matier of Application of East 
Kentucky Power Cooperative, Inc. for Approval of the Amendment and E.xtension or Refinancing of an 
Unsecured Revolving Credit Agreement in an Amount Up to $800,000,000 of Which Up to S I00.000,000 
May Be in the Form of an Unsecured Renewable Term l oan and $200,000,000 of Which Will Be in the Form 
of a Future Increase Option, Order, Case o. 2016-00 I 16, (Ky. P.S.C. Apr. 11, 2016). 

2 See In the Matter of the Application of East Kentucky Power Cooperative, Inc.for Approval oft he Authority 
to Issue up to SJ00,000.000 of Secured Private Placement Debt and/or Secured Tax E.xempl Bonds and For 
the Use of Interest Rate Management Instruments, Order, Case o. 2018-001 15 (Ky . P.S.C. July 24, 20 18). 
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Accordingly, EKPC routinely ro lls short-term indebtedness into long-term 

indebtedness in accordance with the terms of its Trust Indenture. EKPCs Trust 

Indenture was approved by the Commission in Case o. 20 12-00249.3 

Q. How much of the $600 million authorized under the Credit Facility is currently 

available to EKPC? 

A. As of August 6, 20 18, $345 million is avai lable under EKPCs credit facil ity. 

Q. Please explain how the Credit Facility works. 

A. The Credit Facility allows EKPC to borrow, with as little as one day notice. up to 

the avail able amoun t. Our ex isting rate under the cred it facil ity is LIBOR + 95 bps, 

currently about 3.0%. Amounts extended to EKPC under the credit fac ili ty are fu lly 

pre-payable and may be replaced by other debt or paid with operational cash at 

EKPC's option. 

Q. Please describe the process for converting short-term debt to long-term debt 

through the Trust Indenture. 

A. EKPCs two (2) main avenues for borrowing under the Trust Indenture are the 

Private Placement market and the Rural Utilities Service ("RUS'")/Federal 

Financing Bank. As I stated, proceeds from the issuance of long-term debt can be 

used to pay down the Credit Facility when advantageous to EKPC. 

3 See In the Maller of Application of East Kentucky Power Cooperative, Inc. for Approval to Obtain a Trust 
Indenture, Order, Case o. 201 2-00249 (Ky. P.S.C. Aug. 9, 2012). 
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Q. 

A. 

Q. 

A. 

Does the Trust Indenture have a limit as to the amount that EKPC can 

borrow? 

Yes. EKPC must show sufficient bondable additions or principal repayments for 

the Trustee to authorize new debt under the Indenture. The current amount that 

EKPC may borrow after certi fy ing ava ilable bondable additions is at least $700 

million, so these requirements will not constrain EKPC fro m borrowing what is 

necessary to fund th is project. 

What are the advantages of having the Credit Facility and Trust Indenture 

available to EKPC? 

The credit facility allows EKPC to borrow to fund short-term needs or to 

temporarily finance long-term projects until long-term financing can be put into 

place. Notably, for RUS borrowing in particular, the Cred it Facility is utilized 

because EKPC cannot generally rece ive RUS funds until the subject asset is on 

EKPC"s books. The advantage of the Trust Indenture is that it allows EKPC to 

borrow on a secured basis from different lenders without having to seek permission 

from other lenders; prior to the Indentu re, any non-RUS debt would requi re a Lien 

Accommodation, and thus the Indenture effecti vely opened up the Private 

Placement market to EKPC. The Private Placement market, while incrementa lly 

more expensive than RUS, can be accessed in a matter of weeks rather than years 

(which can help to opportunisticall y lock-in fi xed rates) and will sometimes finance 

items (such as regulatory assets) for which RUS funding is not available. 
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Q. Are you familiar with the Project and its estimated costs? 

2 A. 
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II A. 

12 

13 
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16 

17 

18 A. 

19 Q. 

20 A. 

Yes. as I have been involved in several meetings and discus ions relating to the 

financing of the Project. According to estimates prepared by EKPC expert 

consultant, Bums & McDonnell Engineering Co., Inc. (' 'Burns & McDonnell .. ), the 

total cost of the Project is $62.8 million and wi ll be incurred al most entirely during 

the 20 19-2020 time frame. Additionally, Burns & McDonnell esti mates that the 

annual cost of operation of the Bluegrass Station wil l increase approx imately 

$587.000 after the proposed facilities are placed into serv ice. EKPC has recogn ized 

these figures in its budgeting and financial planning processes. 

How does EKPC intend to finance the construction of the proposed Project? 

EKPC wil l be able to use its working capital and Credi t Faci lity to finance the in itia l 

construction o f the Project. Over the long-term, EKPC intends to convert that short

term debt to a long-term debt - either with RUS or a private placement through 

EK PC's existing Trust Indenture. 

Will the Credit Facility and Trust Indenture be sufficient to accommodate the 

borrowing needs of EKPC during the development, planning and construction 

of the Project? 

Yes. 

Will the Project have any adverse impact upon EKPC's credit ratings? 

I wo uld not expect the Project to have any impact on EKPCs ratings. 
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Q. 

A. 

Q. 

A. 

Do you believe that EKPC's plan to finance the development and construction 

of the Project is reasona ble and will result in the lowest possible cost to 

EKPC's owner-members? 

Yes. 

Does this conclude your testimony? 

Yes. 
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COMMONWEALTH OF KENTUCKY 

BEFORE THE PUBLIC SERVICE COMMISSION 

IN THE MATTER OF: 

) 
) 

THE APPLICATION OF EAST KENTUCKY 
POWER COOPERATIVE, INC. FOR A 
CERTIFICATE OF PUBLIC CONVENIENCE 
AND NECESSITY FOR THE CONSTRUCTION 
OF BACKUP FUEL FACILITIES AT ITS 
BLUEGRASS GENERATING STATION 

) CASE NO. 2018-----
) 
) 
) 

VERIFICATION OF THOMAS STACHNIK 

COMMO WEA LTH OF KE TUCKY ) 
) 

COUNTY OF CLARK ) 

Thomas Stachnik, Vice President of Finance and Treasurer at East Kentucky Power 
Cooperative. Inc., being duly sworn, states that he has read the forego ing prepared direct testimony 
and that he would respond in the same manner to the questions if so asked upon taking the stand, 
and that the matters and th in gs set forth therein are true and correct to the best of hi s knowledge, 
information and belief, formed after reasonable inquiry. 

/}l__J,~ 
Thomas Stachnik 

The foregoing Verification was signed, acknowledged and sworn to before me thi s )H~ 
day of August, 20 18, by Thomas Stachni k. 

Commission No. ffO )~1 

My Commission Expires: 

GWYN M. WILLOUGHBY 
Notary Public 

Kentucky - State al Large 
My Commission Expires Nov 30, 2021 


